INTRODUCTION
Building on work done in the early 1990s (Blair et al., 1992; Saaty and Vargas, 1994) , this chapter illustrates use of the Analytic Network Process (ANP) (Saaty, 1990; Saaty, 2001; Saaty and Vargas, 1991) in April 2001 to produce a forecast of when the U.S. economy would recover from the slowdown it had been experiencing for several quarters, after almost a decade of unparalleled expansion. Using a conceptual framework grounded in modern macroeconomics, the exercise features the use of expert judgment in producing the forecast without assistance from conventional macroeconomic forecasting.
ON THE ROLE OF JUDGMENT IN ECONOMIC FORECASTING
Conventional approaches to macroeconomic forecasting tend to be constrained by the estimated values of parameters and intercept terms. These are imbedded in the multi-equation models that are typically employed to produce "first-cut" forecasts of relevant endogenous variables. Additionally, the values of a large number of "exogenous" variables (relating to the future course of monetary and fiscal policy, the value of exports, etc.) must be subjectively estimated on the basis of available evidence and consensus judgment. Initial forecasts produced by the raw models are then typically adjusted by "add" or "fudge" factors, most commonly in the form of shifts in the values of previously estimated intercept terms. This procedure is employed in order to produce forecasts that are consistent with recent values of key endogenous variables when it is evident that a shift of some kind has occurred in portions of the underlying model structure. Such exercises also provide ample opportunity for resetting the values of exogenous variables.
Studies of "ex ante" forecasts produced by the builders of major models using add factors suggest that these forecasts have been more accurate than the "ex post" forecasts produced by the models themselves, even when the same add factors were employed. Fair (1984) thus wrote:
"In other words, the use of actual rather than guessed values of the exogenous variables decreased the accuracy of the forecasts.... This conclusion is consistent with the view that ANALYTIC NETWORK PROCESS the add factors are (in a loose sense) more important than the model in determining the ex ante forecasts..."
As stated in earlier papers (Blair et al., 1992; Saaty and Vargas, 1994) , all this suggests that macroeconomic model builders/forecasters are well aware of the limitations of their underlying models and the need to incorporate subjective judgments. However, these judgmental adjustments are necessarily nonsystematic and ad hoc in nature. Here, we thus utilize an alternative, systematic approach -AHP -in order to remedy this deficiency. While we have not illustrated this alternative by adapting a formal macroeconomic forecasting model, the conceptual framework, as noted above, is grounded in modern macroeconomics. Our alternative approach, moreover, could also be readily employed to enrich forecasting exercises based on formal models (e.g. generating add factors more systematically and consistently; adjusting the values of exogenous variables). In this respect, the two forecasting approaches can be seen to converge quite compatibly.
T H E SETTING: AN ECONOMIC SLOWDOWN AFTER YEARS OF EXPANSION
While in popular accounts it is conventional to view the U.S. economy as being in a recession if real Gross Domestic Product (GDP) has declined for two consecutive quarters, the National Bureau of Economic Research (NBER), utilizing a panel of experts, has, by consensus, been given the responsibility for dating the actual turning points in the U.S. economic cycle. That organization arrives at its assessments by utilizing a variety of economic indicators, including industrial production, employment/unemployment, income and shipments. The existence of a recession must meet various criteria relating to duration, depth and diffusion throughout the economy. In December of 1992, the NBER announced (Hershey, 1992) ) that the trough of the last cycle had occurred in the first quarter of 1991. No economist would have predicted at the time that this trough would subsequently usher in a period of steady and substantial growth of national output, low inflation, rising productivity and progressively lower levels of unemployment, which would not falter until the third quarter of 2000. In that quarter, the growth rate of real GDP slipped to 2.2% from 5.6% in the previous quarter, and to 1.0% and 1.3% respectively in the fourth quarter of 2000 and the first quarter of 2001, as compared with an average rate of real quarterly GDP growth of 3.6% for the entire period (U.S. Dept. of Commerce, 2001) . A U.S. Department of Commerce advance estimate of second quarter real GDP growth suggested an annual rate of 0.7%, with many economists expecting that a more complete report would indicate an actual contraction (Kulish, 2001) . During this long expansionary period, civilian unemployment fell to levels last seen in the late 1960s, and which most economists had come to believe would not again be attained: steadily declining from an average of 7.3%/7.4% in 1991/1992 to a low of 3.9% in September and October of 2000, before beginning to rise in the ensuing months (Bureau of Labor Statistics, 2001 ).
